MONI TORI NG GUI DE FOR REVI EWNS OF CHAPTER 12 TRUSTEES

PURPOSE

This review guide is for the nonitoring of Chapter 12
trustee case adm nistration and anal ysis of financi al
transactions and records. The guide includes functions and
tasks common to the adm nistration of all Chapter 12 cases.
The United States Trustee nay inplenent the guide for those
trustees who are not scheduled for an audit conducted by the
O fice of the Inspector Ceneral.

Each United States Trustee will determ ne the anmount of tinme
and staff resources to be used to conplete a review. The
general tinme frame, which the on-site review can be
conpleted by one individual, is estimated to be one or two
days.

OBJECTI VES

The objectives of the review are to determ ne:

A Whet her the trustee established procedures and
practices for sound internal controls to assure that
all trust and expense funds are adequately safeguarded
agai nst | oss; and,

o

The accuracy of the trustee's reports.

SCOPE

The scope will enconpass the recent period of the | ast
Annual Report. Wrking papers nust be prepared to support
al | concl usi ons.

METHODOL OGY

For the review of a Chapter 12 standing trustee, the anal yst
shoul d use the nonitoring guide formas the working paper
during the audit. This form provides the anal yst an
opportunity to incorporate the working papers into the final
report. Please note that reference to your work papers
shoul d be noted in the "coments" section of the form when
appropriate. In addition, the anal yst nust designate

whet her the findings noted in the review have been verified.
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We can provide this formon a diskette for your convenience.

V. REFERENCES

A Bankruptcy Code (Title 11, U S.C ), as Anended Pub. Law
95- 598.

B. Handbook for Chapter 12 Trustees, June 1992, EQUST




VI. PROCEDURES

A Survey and lnitial Preparation
1. Determ ne the scope, tine franme, staff assignnents,
etc.
2. Tel ephone the trustee to set up a date within the tine

frame of the assignnent for the field work to begin.
3. otain the follow ng information

a. The | ast audited Annual Report.

b. The nost recent Annual Report.

C. The nost recent budget subm ssion

d. The last fixed asset |edger submtted by the

trustee.
e. Lat est bank statenents if avail abl e.
B. Revi ew of Internal Controls

This section is used to determ ne the adequacy of the system
of internal controls used by the trustee. At a mninumthe
foll ow ng areas nust be eval uat ed:



VERI FI CATI ON
YES NO

BANK LOCKBOX. Does the trustee utilize a
bank lockbox? YES __~~ NO __ Is it
practical and cost effective for the trustee
to maintain a bank | ockbox to receive
substantially all debtor checks? YES
NO _ This internal control avoids

avai lability of negotiable debtor checks to
persons within the trustee's office and
expedi tes bank cl earings.

COVMENT

| NI TI AL CONTROL OVER RECEI PTS. (Qbserve how
debtor checks are received in the trustee's
of fice and how t he enpl oyees who physically
handl e the checks, post to journals or

| edgers. Note how and when the checks are
bat ched or how the checks are identified or
brought under nunerical control to ensure
that all checks received are ultimtely
deposi t ed.

COVMENT

TI MELY DEPOSI T AND DOCUMENTATI ON OF

RECEI PTS. Are debtor checks recorded on

i nput sheets, deposit tickets prepared, and
funds deposited, on a tinely basis? YES
____  NO ___ Are bank receipted deposit
slips conpared to debtor |edger posting?
Are debtor | edger posting independent of
receipts processing? YES ~ NO
This routine of deposit and i ndependent
conpari son secures funds fromloss or

m spl acenent through recording errors.

COVMENT

HARD CURRENCY REM TTANCES. Does the
standi ng trustee accept cash paynents? YES
___  NO ___ Wen cash is received are
pre-nunbered recei pts given to the debtor
and i medi ate deposit nmade to the bank? YES
~__  NO __ Does the standing trustee
have an office procedure in place to
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encourage the re-tendering of paynents by
check or noney order? YES _ NO

COVMENT

VERI FI CATI ON
YES NO

REVI EW AND CANCELLATI ON OF EXPENSE
DOCUMENTATI ON.  Are invoices canceled to
prevent duplicate paynents by witing or
stanping "paid, date, check nunber" on the
invoice? YES  NO

COVMENT

CREDI TOR OVERPAYMENT AND NSF CHECKS. Are
creditor overpaynent and debtor NSF checks
formally recorded and nonitored until

resolved? YES _ ~ NO ___ Is there an
of fice procedure in place to accommodat e
t hese transactions? YES NO

Close attention by the trustee to these
matters is inportant as ultinmate repaynment
could be forgotten or collection

m sappropriated w t hout detection.

COVMENT

FACSI M LE CHECK SI GNI NG MACHI NE AND

SI GNATURE STAMP.  Wien a facsim | e check
signing machine is used observe if there are
procedures designed to overcone the absence
of direct signer involvenent. Procedures
woul d typically include sole control of the
signature plate by the trustee or a single
aut hori zed staff person, nonitoring of the
machi ne's neter indicating nunber of
signatures affixed, and reconciliation, by
an individual not otherw se involved, of
nunber of signatures affixed to nunber of
checks approved and recorded. Use of a
signature stanp would require restriction to
a designated person, security of the stanp
in a locked safe or conpartnent and
restricted access to the secured
conpart ment .



10.

11.

COVMENT

VERI FI CATI ON
YES NO

STALE DATED OUTSTANDI NG CHECKS. Are stale
dat ed out st andi ng checks cancel ed and

rei ssued or otherw se disposed of? YES __
NO  This action is a neans of
protecting agai nst unauthori zed

di sbursenents, possibly clearing under guise
of ol d outstandi ng checks.

COVMENT

DEBTOR REFUNDS. (Observe if debtor refunds
are made by check and if they are nade when
the case is closed, converted or disn ssed.

COVMENT

REVI EW AND CANCELLATI ON OF EXPENSE
DOCUMENTATI ON.  Cbserve if the check signer
revi ews supporting docunentati on concurrent
wi th signing expense checks. Are all copies
of supporting docunmentation physically
canceled to indicate conpletion of the

di sbursenent process? YES _ NO

COVMENT

DI STRI BUTI ON OF SI GNED CHECKS. Are

i ndi viduals involved in the preparing of
trust and expense di sbursenent checks
involved in their stuffing and mailing? YES
____ NO __ Segregation of these duties
avoi ds access to signed checks by persons
capabl e of inserting inproper checks into

t he di sbursenent cycle.



12.

13.

14.

15.

COVMENT

UNDEL| VERABLE DI SBURSEMENT CHECKS. Are

di sbursenment checks that are returned,
because of inadequate address or other
reasons, processed by an individual

uni nvolved with initial check authorization
and preparation? YES =~ NO

| ndependent processing of post office and
ot her returns provides a cross-check over
possi bl e m sdirection of returned checks.

COVMENT

VERI FI CATI ON
YES NO

TI MELI NESS AND APPROVAL OF BANK
RECONCI LI ATIONS.  Are the reconciliations of
trust, expense, and other bank accounts up-

to-date? YES _ NO __ Are the
reconciliations reviewed and approved by the
trustee? YES NO  Is approval

i ndi cated on the face of each reconciliation
to fix responsibility for the performance of
this task? YES __ NO

COVMENT

CORRECTI ON OF RECONCI LI NG | TEMS. Are bank
account reconciling itens requiring
correction resolved in a tinmely manner? YES
___  NO __ Pronpt correction of
indicated errors wll avoid what could
beconme a massive clerical backlog if the

errors are allowed to go without correction

COVMENT

BANK CUTOFF DATES. Are bank cutoff dates
the same as those for the financial records?
YES ~ NO __ Conformng these cutoffs
adds efficiency to the periodic bal ancing
process. End of nonth cutoffs may be highly

desirable for the two functi ons.

COVMENT




16.

17.

18.

19.

RECONCI LI NG OF DEBTOR LEDGERS W TH CHECKI NG
AND TI ME DEPCSI T BALANCES. Are debtor

| edgers periodically reconciled to
reconcil ed checking and tinme deposit

bal ances to verify that detail ed case
records properly reflect overall receipt and
di sbursenent activity? YES __ NO

COVMENT

NON- | NTEREST BEARI NG FUNDS. (bserve that

| evel s of non-interest bearing fund bal ances
appear sufficiently low to conclude that the
trustee is efficiently investing idle funds.

COVMENT

VERI FI CATI ON
YES NO

COVPUTER PASSWORD SECURI TY AND CONTROLS.
(bserve trustee procedures for preparing
data processing transmttals and receiving
(processed) data back into the office
routine. Are batch totals used to help
ensure doll ar and docunent integrity of data
processed? YES _~~ NO __ Does staff
review all manual check |istings and ot her
data controls and error docunents on a
tinmely basis to verify or correct data? YES
~___  NO __ The exercise of tinmely user
controls is essential to nonitoring of data
processing activities. Make sure passwords
are changed periodically.

COVMENT

LI M TED COWUTER FI LE ACCESS. Are dedicated
conput er passwords used to limt enpl oyee
access to sensitive data fields as creditor
nanme, creditor address, settlenent anount,
etc.? YES __ NO ___ The use of
passwords should not restrict the
performance of i ndividual enployee-assigned

j obs.



COVMENT

COVPUTER PROGRAMM NG SECURI TY. Are conputer
programmers all owed access to |live debtor/
creditor data files? YES __~ NO ___ The
segregation of these duties is inportant to
provi de assurance that persons with access
to and capability of changi ng applications
prograns cannot individually address and
possi bly change |ive debtor/creditor data
for self-serving purposes.

COVMENT

COVWPUTER LOCK AND KEY SECURI TY. (bserve
that a physical |ocking nmechanismis used to
secure hardware when not in authorized use
and that keys are adequately secured.

COVMENT

VERI FI CATI ON
YES NO

| NTERNAL COMPUTER SOFTWARE EDI TS. Does t he
trustee's conputer prograns include
automatic edit checks for such matters as:

a. Agreenment of daily debtor/creditor
account posting with daily receipts,
YES _  NO

b. Agreenent of parallel debtor and
creditor account posting, YES ___ NO

C. Agreenment of aggregate | edger bal ances
wi th cumul ative transaction totals,
YES _ NO __

d. Agr eenent of conpensation and expense
wi th authorized percentages, YES
NO



23.

24.

25.

e. Reconciliation of posted activity with
begi nni ng and endi ng | edger bal ances,

YES ~ NO

f. "I'll egal " transactions,
debtor/creditor, or other codes, YES
___ No____

g. Overdi sbursed debtor bal ances, YES
NO __

h. Unr easonabl y hel d undi sbursed debt or
funds? YES _ NO

These types of internal edit checks are critical
to detection of data entry, conputer program and
ot her kinds or errors.

COVMENT

PERI ODI C DEBTOR COVMUNI CATI ON.  Are periodic
statenents mailed to debtors or debtors
attorneys in the ordinary course of business to
provi de a passive control over potential errors?
YES _ NO

COVMENT

VERI FI CATI ON
YES NO

DELI NQUENT DEBTORS. (Qbserve if delinquent
debtors are automatically flagged. |medi ate
recognition of delinquent status is essential for
maxi mum credi t or protection.

COVMENT

CASE FI LE MAI NTENANCE. Do case files that have
been observed throughout the engagenment generally
contain the typically expected docunents and
docunent copies (e.g., petitions, notices, proofs
of claimand confirmation orders) and appear
otherwi se to be properly maintained? YES
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26.

27.

28.

29.

30.

NO Are periodic file reviews conducted to

hel p ensure follow up of mssing itens? YES

NO

COVMENT

SURETY BONDI NG Does the surety bondi ng as
listed on the Annual Report indicate a | evel of
bond coverage that conplies with U S. Trustee
requirenents? YES _ NO

COVMENT

OPERATI NG BUDGETS. Are operating budgets

nmoni tored and updated as each year progresses to
ensure that expenses are controlled and
conpensation limtations are not inadvertently
exceeded? YES _ NO

COVMENT

FI XED ASSET LEDGER. Determne if the trustee
mai ntains a detailed listing of all trusteeship
furniture and equi pnent in such a way that each
year's additions can be conpared in dollar total
to expenditures reported on the Annual report.
This procedure is an effective way of avoiding

| oss of typewiters, addi ng machi nes, and ot her
transportabl e assets.

COVMENT

DOCUMENTATI ON OF STAFF PROCEDURES. Are routine
staff procedures docunented? YES =~ NO
Witten job descriptions help ensure consistent
staff performance, facilitate enpl oyee training
and cross-training.

COVMENT

MONI TORI NG OF STAFF ATTENDANCE. hserve if staff
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31.

32.

33.

34.

attendance is nonitored, especially in |arger
standing trustee offices.

COVMENT

SAFEGUARD OF ACCOUNTI NG RECORDS. (Qbserve that
paper accounting records are stored in secure
facilities to protect themfromloss due to fire
or theft.

COVMENT

SEGREGATI ON OF DUTIES. (Qbserve if enpl oyee
duties are segregated to insure that tasks and
functions are not totally assigned to any one
enpl oyee.

COVMENT

JO NT COST ALLOCATI ON. Are other business
operations in addition to the chapter 12
trusteeship (private | aw practice) operated
within the sane office? YES = NO
Revi ew the al |l ocati on nethods used to divide
expenses to determne if they are reasonabl e.

Docunent the basis used for the all ocation.

COVMENT

STANDI NG TRUSTEE | NVOLVEMENT. As chi ef executive
of the trusteeship, note the extent of the
trustee's personal involvenent in the foll ow ng
significant control procedures.

a. Test of receipted bank deposit slips agai nst
posted recei pt totals.

b. Test of bank statenents and cl eared checks
agai nst nonthly bank reconciliations.
VERI FI CATI ON
YES NO

C. Test of aggregate nonthly debtor |edger
bal ances agai nst reconcil ed bank bal ances.

d. Test of trust disbursenent checks agai nst
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e. Test of periodically mailed debtor
statenents agai nst debtor |edgers and pl ans.

f. Exam nati on and cancel | ati on of
docunent ati on supporting expense account
di sbur senent checks.

g. Monitoring of sundry income sources.

h. Monitoring of payroll anmounts and test of
payrol | checks agai nst permanent earni ngs
records.

i Preparation and nonitoring of operating
budget s.

] - Preparation and nonitoring of interim and
annual financial reports.

COVMENTS

debtor | edgers and pl ans.

Fi el dwor k and Exami nati on

1

Det erm ne the accuracy of cash bal ances for
each of the trust fund accounts, i.e.
unconfirned trust account and confirmed
trust account. Prepare a |ead schedul e of
all trust fund bank accounts and:

a. Reconcil e the detail of undi sbursed
funds by case nunber to the trust
account bal ances.

b. Revi ew two successi ve nont hs of bank
statenments and investigate unexpl ai ned
transacti ons.

C. Revi ew the | ast prepared outstanding

checks list and conpare with m ssing
checks on the bank statenents.

13

VERI FI CATI ON
YES NO



Test a schedule of interest incone
earned by confirnmed trust bank account
and tie to total interest inconme per
trustee's general |edger.

COVMENTS

Det erm ne the accuracy of the individual
debt or | edger bal ances for five cases.

a. Select five cases at random and trace
recei pts fromindividual debtor |edger
entry to bank deposit statenent.

b. Revi ew di sbursenent checks for these
sane five cases. Inspect checks for
payee, endorsenent, and validity of
paynment (per confirmed plan).

COVMENTS

Determ ne the accuracy of the expense
account bal ance.

a.

Reconci |l e the expense account bal ance
per the |l edger to the bank account.

Revi ew the | ast prepared outstanding
checks list and conmpare with m ssing
checks on the bank statenents.

Determ ne the propriety of trusteeship
operati ng expenses. Review random
cancel ed checks and trace their entry
into the expense account | edger.

Reconcile the transfer of trustee
percentage fees fromthe Debtors Trust
Funds to receipts in the Trustee
Expense Fund for each nonth since the
| ast audited Annual Report. NOTE: The
"l ast audited Annual Report” may be
prior to the | ast cal endar year.

Exam ne the cal cul ation of the trustee
percentage fee and ensure the
percentage is applied to the anmount of
di sbursenents nade under confirnmed

pl ans.
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COVMENTS

VERI FI CATI ON
YES NO

otain copy of the fixed asset |edger by
conparing the |ist of property submtted
with the | ast audited Annual Report and any
addi tions and del etions during the period.

COVMENT

(btain a schedule of all |ease commtnents
and ensure | ease arrangenents can be
reassi gned properly.

COVMENT

VI.  CONCLUSI ON

A

List all deficiencies disclosed in the nonitoring
revi ew.

1
2.
3.

4.

Based on this reviewis an audit recommended?
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